REPORT OF THE AUDITOR-GENERAL TO THE WESTERN CAPE PROVINCIAL 

PARLIAMENT AND THE COUNCIL ON BREEDE VALLEY MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1. I have audited the accompanying ffnanciaf statements of the Breede Valley Municipality, 
which comprise the statement of financial position as at 30 June 2011, and the 
statement of financial performance, statement of changes in net assets and cash flow 
statement for the year then ended, and a summary of significant accounting policies and 
other explanatory information, as set out on pages 6 to 60. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsibie for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally 
Recognised Accounting Practice {SA Standards of GRAP) and the requirements of the 
Local Government: Municipal Finance Management Act of South Africa, 2003 (Act No. 
56 of 2003) (MFMA) and the Division of Revenue Act of South Africa, 2010 (Act No. 1 of 
2010) (DoRA), and for such internal control as management determines necessary to 
enable the preparation of financial statements that are free from material misstatement, 
Vi/h ether due to fraud or error. 

Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of the Republic of South Africa, 1996 and 
section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA), my 
responsibility is to express an opinion on these financial statements based on my audit. 

4. I conducted my audit in accordance vrith International Standards on Auditing and 
Genera/ A/ofice 1111 of 2010 issued in Government Gazette 33B72of 

15 December 2010. Those standards require that I comply with ethical requirements 
and plan and perform the audit to obtain reasonable assurance about whether the 
financial statements are free from material misstatement. 

5. An audit involves performing procedures to obtain audit evidence about the amounts 
and disclosures in the financial statements. The procedures selected depend on the 
auditor's judgement, including the assessment of the risks of material misstatement of 
the financial statements, v/h ether due to fraud or error. In making those risk 
assessments, the auditor considers internal control relevant to the entity’s preparation 
and fair presentation of the financial statements in order to design audit procedures that 
are appropriate in the circumstances, but not for the purpose of expressing an opinion 
on the effectiveness of the entity’s internal control. An audit afso includes evaluating the 
appropriateness of accounting policies used and the reasonableness of accounting 
estimates made by management, as well as evaluating the overall presentation of the 
financial statements. 

6. I believe that the audit evidence t have obtained is sufficient and appropriate to provide 
a basis for my audit opinion. 

Opinion 

7. In my opinion, the financial statements present fairly, in alf material respects, the 
financial position of the Breede Valley Municipality as at 30 June 201 1 , and its financiaf 
performance and cash flovrs for the year then ended in accordance with SA Standards 
of GRAP and the requirements of the MFMA and DoRA. 



EmphasTs of matters 

8. I draw attentEon to the matters befovv. My opinion is not modiffed in respect of these 
matters: 

Significant uncertainties 

9. As disclosed in note 40 to the financial statements, the municipality is a defendant in 
one lawsuit, 136 public liability claims and 16 claims for damages. The outcome of these 
matters cannot presently be determined. 

Contingent assets 

10. As disclosed in note 40 to the flnancfal statements, the municipality holds a claim on the 
reimbursement of legal fees and the recovery of funds from former employees. 
Furthermore, the municipality lodged a dispute with the South African Revenue Service 
on the assessment of the municipality’s value-added tax (VAT) resulting from the 
outcome of an audit conducted by SARS on the municipality’s VAT account. 

Restatement of corresponding figures 

11. As disclosed in note 42 to the financial statements, the corresponding figures for 

30 June 2010 have been restated as a result of errors discovered during the 2010-11 
financial year In the financial statements of the Breede Valley Municipality at, and for the 
year ended 30 June 2010. 

Material losses 

12. As disclosed in appendix E to the financial statements, the municipality incurred water 
losses amounting to R15,9 million {4 949 987 kilolitre or 32,65% of the units supplied) 
during the financial year. 

Subsequent event 

1 3. As disclosed In note 48 to the financial statements the services of the municipal 
manager was terminated during September 2011. 


Additional matter 

14. I draw attention to the matter below. My opinion is not modified In respect of this matter: 

Material inconsistencies in other information included in the annual report 

15. No material inconsistencies were identified between the draft annual report submitted 
for review and the financial statements. The final printer’s proof of the annual report will 
be reviewed on receipt thereof any material inconsistencies then identified will be 
communicated to management. Should the inconsistencies not be corrected, it may 
result In the matter being included in the audit report. 

Unaudited supptementary schedules 

16. The supplementary information set out on pages 61 to 87 does not form part of the 
financial statements and is presented as additional information. I have not audited these 
schedules and accordingly I do not express an opinion thereon. 



REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 


17. In accordance with the PAA and in terms of Genera / 1111 of 2010, issued in 
Government Gazette 33872 of 15 December 2010, I include befow my findings on the 
annual performance report as set out on pages x to x and material non-com pi fa nee with 
laws and regulations applicable to the municipality. 

Predetermined objectives 

18. There are no material findings on the annual performance report. 


Compliance with laws and regulations 

Strategic planning and performance management 

19. The accounting officer of the municipality did not by 25 January 2011 assess the 
performance of the municipality during the first half of the financial year, taking into 
account the municipality's service delivery performance during the first half of the 
financial year and the service delivery targets and performance indicators set in the 
service delivery and budget implementation plan as required by section 72(1)(a)(il} of 
the MFMA. 

20. The accounting officer of the municipafity did not submit the results of the assessment 
on the performance of the municipality during the first half of the financial year to the 
mayor of the municipality and the provincial treasury as required by section 72{1)(b) of 
the MFMA. 

Budgets 

21 . The municipafity incurred expenditure in excess of the limits of the amounts provided for 
in the votes in the approved budget, in contravention of section 15 of the MFMA. 

22. The total unforeseen and unavoidable expenditure incurred for v/hich no provision was 
made in the approved budget, exceeded R15 million in contravention of regulation 72(c) 
of the Municipal Budget and Reporting Regulation, 2009. 

23. The mayor did not submit three out of the four quarterly reports to council on the 
implementation of the budget and the financial state of affairs of the municipality v/ithin 
30 days after the end of each quarter, as required by section 52(d) of the MFMA. 

Audit committee 

24. The audit committee, which also serves as the performance audit committee, did not 
function during the first nine months of the financial year, as required by section 166 of 
the MFMA and by regulation 14(3)(a) and 14{4){a) of the Municipal Planning and 
Performance Management Regulations, 2001, in that it did not advise the council, the 
accounting officer and/or the management staff of the municipality on matters relating to 
internal financial control and internal audits, risk management, accounting policies, 
performance management, effective governance, compliance with applicable legislation 
and performance evaluation for the first nine months of the year. It also did not respond 
to the council on any issues raised by the Auditor-General in the audit report, reviev/ the 
quarterly reports of the internal auditors on their audits of the performance 
measurements of the municipality and reviev/ the municipality's performance 
management system. The audit committee further did not make recommendations to 
the council of the municipality and submit a report to the council regarding the 
performance management system at least twice during the financial year. 



Internal audit 


25. The internal audit unit did not function, as required by section 165 (2) of the in 

that internaf audit did not report to the audit committee on matters relating to internal 
audit, internal controls, accounting procedures and practices, risk and risk management 
and loss control during the first nine months of the financial year 

26. Internal audit did not, during the first nine months of the financial year, report to the audit 
committee on matters refating to compliance with the MFMA, the DoRA and other 
appiicable fegislation, as required by section 165(2){b) of the MFMA. 

27. The internal audit processes and procedures did not include assessments of the 
functionality of the municipality's performance management system and v;helher the 
system complied with the requirements of the Municipal Systems Act, 2000 {Act No. 32 
of 2000) as required by regulation 14(1)(b)(i) and 14(1){b)(ii) of the Local Government: 
Municipal Planning and Performance Management Regulations, 2001 , General Notice 
R. 796, issued in Government Gazette 22605 of 24 August 2001 . 

28. The internal audit processes and procedures did not include assessments of the extent 
to which the municipality's performance measurements were reliable in measuring the 
performance of the municipality on key as well as general performance indicators as 
required by regulation 14{1){b)(iii) of the Municipal Planning and Performance 
Management Regulations, 2001. 

29. The internal auditors of the municipality did not audit the performance measurements on 
a continuous basis and did not submit quarterly reports on their audits to the municipal 
manager and the performance audit committee as required by the Municipal Planning 
and Performance Management Regulations, 2001 . 

Procurement and contract management 

30. Awards were made to providers v/ho are persons in service of other state institutions or 
whose directors/ principal shareholders are persons in service of other stale institutions 
in contravention of the requirements of the Municipal Supply Chain Management (SCM) 
Regulations (GNR. 868 of 30 May 2005), regulations 44. Furthermore, the providers 
failed to declare that they were in the service of the state, as required by SCM 
regulation 13{c). 

Expenditure management 

31 . The accounting officer did not take reasonable steps to prevent irregular expenditure, as 
required by section 62(1)(d) of the MFMA. 



INTERNAL CONTROL 


32. \n accordance with the PAA and m terms of General notice 1111 of 2010, issued fn 
Government Gazette 33872 of 15 December 2010, I considered internal control relevant 
to my audit but not for the purpose of expressing an opinion on the effectiveness of 
internal control. The matters reported below are iimited to the significant deficiencies 
that resulted in the findings on the annual performance report and the findings on 
compliance with laws and regulations included in this report. 

Leadership 

33. The accounting officer did not implement adequate processes to complete and submit 
the mid-year assessment of the performance of the municipality within the deadiine 
required by section 72(1) of the MFMA, nor did councif exercise oversight responsibility 
regarding performance reporting and compliance to ensure that it was done. 

34. The Speaker did not ensure that council meetings were held within the 30 day deadline 
to enable the Mayor to submit ail quarterly reports, as stipulated in section 52(d) of the 
MFMA, nor did the mayor monitor and enforce the requirement. Leadership, therefore, 
did not exercise oversight responsibility regarding financiaf and performance reporting 
and compliance. 

35. The accounting officer and his delegated officials did not exercise adequate oversight 
responsibility over compliance with laws and regulations to prevent irregular 
expenditure. 

Financial and performance management 

36. The municipality did not implement controls over daily and monthly processing and 
reconciling of transactions to prevent unauthorised expenditure. Furthermore, 
management did not sufficiently monitor that transactions were incurred within the limits 
of the approved appropriation per vote even though monthly budget statements were 
produced in terms of section 71 of the MFMA. 

Governance 

37. The audit committee did not promote accountability and service delivery through 
evafuating and monitoring responses to risks and providing oversight over the 
effectiveness of the internaf control environment including financial and performance 
reporting and compliance v^th laws and regulations, since the audit committee which 
was in place for the first nine months of the year did not adequately deliver on its 
mandate. 

38. The leadership of the municipality did not ensure that there v/as an adequately 
resourced and functioning internal audit unit that identified internal control deficiencies 
and recommends corrective action effectively. The internal audit was not given direction 
by the audit committee during the first nine months of the year and, therefore, could not 
audit and report in terms of the internal audit plans. Although the internal audit had 
included the auditing of predetermined objectives in its audit plan for 2010-11, this work 
could not be completed before the end of the financial year due to capacity constraints 
and the non-availability of quarterly performance reports. 



OTHER REPORTS 

Investigations 

39. One crimEnal investfgation into the alleged irregular and unlawful conduct relating to the 
theft of monies in the previous financial year was in progress at year-end. As per note 
47 to the financial statements another such criminal investigation commenced after 
year- end. 

40. Irregular expenditure was incurred for the past three years in relation to a contract 
entered into with a supplier. An investigation was conducted into this matter and the 
applicable official dismissed. The appeal of the official's dismissal was still in progress at 
year-end. 


Cape Town 
30 November 2011 


AUDiTOR-GEf^tERAL 
SOUTH AFRICA 

.Aij'c/.'nrrg to b'jild pvbl'C con^iaerce 



